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The issuance of Accounting Standards Update 2009-13 in October of 2009 
substantially changed the requirements for recognizing revenue in transactions 
consisting of multiple elements. One of the main reasons for the issuance of this 
update was to increase the accuracy of reported revenue figures by aligning 
revenue recognition with the economic reality of multiple-element transactions. 
The research presented here examines the extent to which the issuance of ASU 
2009-13 affected reported revenue figures of companies that enter into multiple-
deliverable arrangements, as well as the impact that this update had on the way in 
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I. Introduction 






Overview of Revenue In order to fully understand revenue recognition, it is important to understand the difference between accrual-based and cash-based accounting. Most businesses are required to use the accrual method, and the revenue recognition concepts being discussed here relate to accrual accounting. Under the cash method, revenues are recorded when cash is received. Under accrual accounting, however, revenues are recorded when they are earned. For example, if a plumber receives payment for fixing a leaky sink, he can recognize the payment as revenue only when the sink has been repaired, regardless of when the cash is actually received. The most important concept to understand here is that, under accrual accounting, revenue is often recorded at a completely different time from when payment is received. In accordance with accrual accounting, revenue should be recognized when it is:  
• earned (the product has been delivered or the service has been performed), and 





Importance of Revenue 






























turn, recognize a larger portion of revenues associated with multiple-deliverable arrangements at the time of sale. Recording revenue at the time of sale (rather than deferring it for extended periods) is also an accurate representation of the economic reality of most transactions. When Apple sells an iPhone, the customer receives the phone at the time the sale takes place, not in 24 installments over a two-year period. Since one goal of accounting is to provide users with accurate and consistent financial information, it makes the most sense for that information to reflect the true nature of transactions as closely as possible.   





comment letters—that of the Washington Society of Certified Public Accountants (WSCPA)—did not generally support the proposed changes to the accounting standards. The WSCPA’s primary concern was that allowing for an increased use of estimates in revenue allocation would open doors for companies to manipulate their revenue figures. While the use of estimates for accounting purposes is generally not ideal, the general consensus among the other 33 comment letters was that allowing estimates would lead to more accuracy in reported revenue figures overall.   
Table 1: Comment Letters  
Company 





20 Grant Thorton LLP Yes N/A 21 Illinois CPA Society Yes N/A 22 Hewlett-Packard Company Yes No 23 Riverbed Technology, Inc.  Yes No 24 Palm, Inc.  Yes No 25 Silicon Valley Accountants  Yes N/A 26 Private Company Financial Reporting Committee Yes N/A 27 Institute of Management Accountants Yes N/A 28 Huron Consulting Group Yes N/A 29 Financial Reporting Advisors, LLC Yes N/A 30 Verizon Communications Inc.  Yes No 31 Florida Institute of Certified Public Accountants Yes N/A 32 Emerson Electric Company Yes No 33 Washington Society of Certified Public Accountants No N/A 34 Salesforce.com Yes No  





2. Third-party evidence (TPE) is the price a competitor charges for the same product or a similar and largely interchangeable product. TPE should be used if no VSOE exists (for example, if the company only sells the product in question as part of a package and never on its own).  3. The best estimate of selling price (BESP) is simply the company’s estimate of the value of a deliverable. It should be used only if VSOE and TPE are unavailable. By introducing BESP, ASU 2009-13 effectively made the requirements for deliverable separation less strict, potentially allowing for companies to separate deliverables more easily and, consequently, recognize revenues earlier than they were able to prior to the update. For Apple, this update meant that the company no longer had to recognize its iPhone revenue gradually over two years—instead, the company could simply assign an estimated value to the undelivered elements of its iPhone sales (such as software updates), allowing it to recognize the full value of the delivered portion (the iPhone itself) at the time of sale.    The new accounting treatment for multiple-deliverable arrangements was required to be implemented for all fiscal years beginning on or after June 15, 2010, but companies essentially had three different options for implementing the update:  





according to the updated standards for all new or materially modified multiple-element transactions entered into on or after January 1, 2011. All unrecognized revenue associated with multiple-element transactions entered into before that time (“legacy transactions”) would continue to be recognized as dictated by the prior accounting guidance.  





standards, but were not required to submit amendments to previously filed statements.  










because it provides investors with a better picture of the company’s operations during the year.  For instance, if Apple were to sell $5 billion worth of iPhones in a given fiscal year, it simply makes the most sense for the bulk of that revenue to be reported on that year’s financial statements. Under subscription accounting, Apple would still recognize the entire $5 billion over time, but future 10-Ks would still be showing revenues associated with products sold a year or two in the past. This makes it difficult for users to accurately interpret the company’s financial statements. For instance, it is difficult to gauge the success of a company’s most recent product when mixed into its annual revenue figures are revenues associated with products sold two years ago.   
III. Research Methods 




















from before and after the update took place by a factor of 3. Companies for which one or more data categories contained a value greater than the third quartile plus three times the IQR or less than the first quartile minus three times the IQR were considered to be outliers and were removed from the sample.   
Table 2: Sample Companies  















adoption date of June 15, 2010. Therefore, the year between June of 2011 and June of 2012 represented the difference between years 3 and 4 for the control group, and the difference between years 1 and 2 was captured between June of 2008 and June of 2009. For both sample and control companies, closing stock price data was collected from the Compustat database for the final trading dates of companies’ fiscal years for the years analyzed.   From the initial group of control companies, 7,262 companies missing revenue, earnings, or stock price information for at least one of the four years required for analysis were removed from the control group. From the remaining companies, outliers were identified in the same manner used to identify outliers for the sample companies. The removal of 1,896 outliers resulted in a final control group consisting of 4,293 companies. As shown in Table 3 below, these companies had average (median) annual revenues of $4.7 billion ($345 million), and average (median) annual earnings of $403 million ($18.5 million). Table 3 shows that relative to the control firms the sample has slightly smaller companies with respect to assets, but are larger with respect to revenues.  










presented, as this method of presentation adjusts for any reporting changes that may have occurred between 10-K issuances. For instance, if a company made a change to its accounting methods following the filing of its year 1 10-K, the year 2 10-K figures would not be comparable to the year 1 figures as originally filed. However, the year 1 figures presented on the year 2 10-K would be adjusted to reflect the updated method of accounting, and would therefore be consistent with and comparable to the year 2 figures.    Tests  A multiple-regression analysis was performed on the percentage change in revenues, earnings, and stock prices from before and after the update took effect using the Regression tool in Microsoft Excel. The independent variables in this analysis were percentage change in revenue and percentage change in earnings, and the dependent variable being predicted was percentage change in stock price, as illustrated by the following equation:  
















changes and revenue changes would not typically be expected, as increases in revenue generally indicate that a company’s worth is increasing, not decreasing.  
 
Table 4: Regression Results Panel A: Overall Regression Statistics Sample Companies 
  Before ASU 2009-13 After ASU 2009-13 Multiple R 0.467983442 0.362172962 R Square 0.219008502 0.131169254 Adjusted R Square 0.156529182 0.061662794 Standard Error 0.475078983 0.473378608 Observations 28 28  Control Companies 
 Before ASU 2009-13 After ASU 2009-13 Multiple R 0.227458964 0.261043608 R Square 0.05173758 0.068143765 Adjusted R Square 0.0512955 0.067709333 Standard Error 0.684274999 0.343512336 Observations 4293 4293  Panel B: Regression Coefficients Sample Companies    Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Before ASU 2009-13 
Intercept 0.2825 0.1011 2.7923 0.0099 0.0741 0.4909 % Change in  Revenues 0.6186 0.2344 2.6388 0.0141 0.1358 1.1014 % Change in  Earnings -0.0311 0.0682 -0.4554 0.6527 -0.1717 0.1095 After ASU 2009-13 
Intercept 0.0576 0.0964 0.5978 0.5553 -0.1409 0.2561 % Change in  Revenues -0.4507 0.2548 -1.7684 0.0892 -0.9755 0.0742 % Change in  Earnings 0.1074 0.0978 1.0982 0.2826 -0.0941 0.3089 Control Companies    Coefficients Standard Error t Stat P-value Lower 95% Upper 95% Before ASU 2009-13 





% Change in  Earnings 0.1201 0.0086 13.9604 2.3825E-43 0.1032 0.1370 After ASU 2009-13 
Intercept -0.1064 0.0057 -18.7699 1.3199E-75 -0.1175 -0.0953 % Change in  Revenues 0.2370 0.0238 9.9751 3.4987E-23 0.1904 0.2836 % Change in  Earnings 0.0587 0.0048 12.2906 3.7951E-34 0.0493 0.0680  
 
V. Limitations of Research 
 The results of this research are surprising not only in the context of ASU 2009-13, but also in the context of market behavior in general. While the sample companies showed a decrease in the correlation between stock changes and revenue changes after the issuance of ASU 2009-13, this result may or may not be an accurate representation of the effects of the update. A number of factors, including the small size of the sample used, a lack of availability of information, and economic instability, may have skewed the results of this research.    Sample Size 




















correlation between revenue changes and stock changes to be higher on paper than it was in reality, since revenue figures were lower on paper than they were in reality. In the period after the update took effect, since the reported figures would have been equal to the actual figures, investors would not have had to adjust investment decisions upward, and the correlation between revenue changes and stock changes would have actually decreased.   
VI. Conclusion 
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